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PRELIMINARY STATEMENT

This Disclosure Statement is submitted by Rels Manufacturing Corporation, a Minnesota
corporation (the "Debtor" or “RELS’), pursuant to Section 1125 of the Bankruptcy Code in
connection with the Plan of Reorganization under Chepter 11 of the United States Bankruptcy
Code for Rels Manufacturing Corporation dated as of September 30, 2004 (the "Plan"). For
purposes hereof, dl cepitdized terms used in this Disclosure Statement, and not otherwise
separatey defined herein, shdl have the meanings ascribed to such terms in the Plan, as the Plan
may be amended, modified or supplemented from time to time. Such meanings shdl be equdly
gpplicable to both the sngular and plura forms of such terms.

After notice and a hearing, the Bankruptcy Court gpproved this Disclosure Statement as
contaning information of a kind, and in sufficient detail, adequate to endble a hypothetica
reasonable investor typical of the holders of clams and Interests in the Classes of clams and
Interests entitled to vote pursuant to the Plan to make an informed judgment whether to accept or
rgect the Plan. APPROVAL OF THIS DISCLOSURE STATEMENT DOES NOT,
HOWEVER, CONSTITUTE A DETERMINATION BY THE BANKRUPTCY COURT AS TO
THE FAIRNESS OR MERITS OF THE PLAN.

NO STATEMENT OR INFORMATION CONCERNING THE DEBTOR
(PARTICULARLY AS TO FUTURE BUSINESS, RESULTS OF OPERATIONS OR
FINANCIAL CONDITION, OR WITH RESPECT TO DISTRIBUTIONS TO BE MADE
UNDER THE PLAN) OR ANY OF ITS ASSETS, PROPERTIES OR BUSINESS THAT IS
GIVEN FOR THE PURPOSE OF SOLICITING ACCEPTANCES OF THE PLAN IS
AUTHORIZED, OTHER THAN AS SET FORTH IN THIS DISCLOSURE STATEMENT.
THE STATEMENTS AND INFORMATION ABOUT THE DEBTOR AND THE FINANCIAL
INFORMATION OF THE DEBTOR, INCLUDING ALL FINANCIAL PROJECTIONS AND
INFORMATION REGARDING CLAIMS OR INTERESTS CONTAINED HEREIN, HAVE
BEEN PREPARED FROM DOCUMENTS AND INFORMATION PREPARED BY THE



DEBTOR OR PROVIDED TO THE DEBTOR'S PROFESSIONALS BY THE DEBTOR. THE
DEBTOR HAS NOT TAKEN ANY INDEPENDENT ACTION TO VERIFY THE
ACCURACY OR COMPLETENESS OF SUCH STATEMENTS AND INFORMATION AND
EXPRESSLY DISCLAIMS ANY REPRESENTATION CONCERNING THE ACCURACY
OR COMPLETENESS THEREOF.

THE STATEMENTS CONTAINED IN THIS DISCLOSURE STATEMENT ARE
MADE AS OF THE DATE HEREOF UNLESS ANOTHER TIME IS SPECIFIED HEREIN,
AND NEITHER DELIVERY OF THIS DISCLOSURE STATEMENT NOR ANY
EXCHANGE OF RIGHTS MADE IN CONNECTION WITH THE PLAN SHALL, UNDER
ANY CIRCUMSTANCES, CREATE AN INFERENCE THAT THERE HAS BEEN NO
CHANGE IN THE INFORMATION SET FORTH HEREIN SINCE THE DATE THE
DISCLOSURE STATEMENT AND THE MATERIALS RELIED UPON IN PREPARATION
OF THE DISCLOSURE STATEMENT WERE COMPILED.

THIS DISCLOSURE STATEMENT HAS NOT BEEN APPROVED OR
DISAPPROVED BY THE SECURITIES AND EXCHANGE COMMISSION NOR HAS THE
COMMISSION PASSED UPON THE ACCURACY OR ADEQUACY OF STATEMENTS
CONTAINED HEREIN.

THIS DISCLOSURE STATEMENT MAY NOT BE RELIED UPON FOR ANY
PURPOSE OTHER THAN TO DETERMINE WHETHER TO VOTE IN FAVOR OF OR
AGAINST THE PLAN, AND NOTHING CONTAINED HEREIN SHALL CONSTITUTE AN
ADMISSION OF ANY FACT OR LIABILITY BY ANY PARTY, OR BE ADMISSBLE IN
ANY PROCEEDING INVOLVING THE DEBTOR OR ANY OTHER PARTY, OR BE
DEEMED EVIDENCE OF THE TAX OR OTHER LEGAL CONSEQUENCES OR EFFECTS
OF THE REORGANIZATION OF THE DEBTOR. CERTAIN INFORMATION CONTAINED
IN THIS DISCLOSURE STATEMENT, BY ITS NATURE, IS A FORECAST OF FUTURE
EVENTS AND THEREFORE [INCLUDES ESTIMATES, ASSUMPTIONS AND
PROJECTIONS WHICH MAY PROVE TO BE WRONG, OR WHICH MAY BE
MATERIALLY DIFFERENT FROM ACTUAL FUTURE RESULTS.

EACH HOLDER OF A CLAIM OR INTEREST SHOULD CONSULT SUCH
HOLDER'S ATTORNEY AND ACCOUNTANT AS TO THE EFFECT OF THE PLAN ON
SUCH HOLDER, INCLUDING, BUT NOT LIMITED TO, THE TAX EFFECTS OF THE
PLAN.

IT IS OF THE UTMOST IMPORTANCE TO THE DEBTOR THAT YOU VOTE
PROMPTLY TO ACCEPT THE PLAN BY COMPLETING AND SIGNING THE BALLOT
ENCLOSED HEREWITH AND FILING IT WITH THE UNITED STATES BANKRUPTCY
COURT FOR THE DISTRICT OF MINNESOTA, 300 SOUTH 4TH STREET,
MINNEAPOLIS, MN 55415.



ARTICLE 1.
INTRODUCTION

11 Purpose of this Disclosure Statement. The Debtor submits this Disclosure
Statement, pursuant to Section 1125 of the Bankruptcy Code, to al known holders of clams
agang the Debtor, for the purpose of disclosng that information which the Bankruptcy Court
has determined is materia, important and necessary for holders of clams of the Debtor to arrive
a a reasonably informed decison in exercisng their right to vote for acceptance or rgection of
the Plan.

1.2  Explanation of the Reorganization Case.

@ Purpose of Chapter 11. Chapter 11 of the Bankruptcy Code is often
cdled "commercid bankruptcy”. Chapter 11 contemplates the formulation of a plan of
reorganization and outlines how a debtor's debts will be pad. Unlike cases under
Chapter 7, 12 or 13 of the Bankruptcy Code, a trustee is not ordinarily appointed in a
Chapter 11 case. Ingtead, the debtor remains in control of its assets and business affairs
as a "debtor in possesson” with most of the powers and duties of a trustee. In addition to
dautory requirements relaiing to plan formulation, confirmation and post-confirmation
matters, a Chepter 11 case is dso shaped by satutory prohibitions against collection
efforts or enforcement actions by creditors in order to dlow the debtor bresthing space
within which to reorganize. The Bankruptcy Code contains a number of other significant
provisons gpplicable to Chapter 11 cases, such as those relating to postpetition financing
and prepetition executory contracts, which confer powers on the debtor in possession and
aso provide creditors with certain rights and remedies.

(b) Formulation of the Plan. Formulaion of a plan of reorganization is the
principa purpose of a Chapter 11 case. A plan of reorganization sets forth the means by
which cams againd, and interests in, the debtor will be sisfied. After a plan of
reorganization has been filed, it must be accepted by holders of clams agang, or
interests in, the debtor. Section 1125 of the Bankruptcy Code requires full disclosure
before solicitation of acceptances of a plan of reorganization. This Disclosure Statement
is presented to holders of clams and Interests to satisfy the disclosure requirements of
Section 1125 of the Bankruptcy Code.

1.3  Voting Procedures.

(@ Persons Entitled to Vote. Pursuant to the provisons of the Bankruptcy
Code, only Clases of clams and Interests that are impared under the terms and
provisons of the Plan are entitled to vote to accept or reect the Plan.  Furthermore, if a
Class of clams or Interests is not entitled to receive any digribution under the Plan, such
Class is deemed to have rejected the Plan pursuant to Section 1126(g) of the Bankruptcy
Code. Holders of disputed clams are not entitted to vote on the Plan unless the
Bankruptcy Court, upon motion of such holder, temporaily dlows the dam in an
amount which it deems proper for purposes of voting to accept or rgect the Plan. Any
such motion must be heard and determined by the Bankruptcy Court in accordance with
Bankruptcy Rule 3018(a).



(b) Incomplete or Irregular Ballots. Badlots which fal to desgnate the
Class to which they apply shal be counted, subject only to contrary determinations by the
Bankruptcy Court, in the Class determined by the Debtor. BALLOTS THAT ARE
NOT SIGNED AND BALLOTS THAT ARE SIGNED BUT NOT EXPRESSLY
VOTED EITHER FOR ACCEPTANCE (R REJECTION OF THE PLAN WILL
NOT BE COUNTED.

14 Confirmation.

@ Confirmation  Requirements. One of the requirements for
Confirmation relates to voting by holders of clams or Interests. Chapter 11 does not
require that each holder of a clam or Interest vote in favor of the Plan for it to be
confirmed by the Bankruptcy Court. For any Class of "impared” clams to accept the
Pan, Section 1126(c) of the Bankruptcy Code requires that clamants who hold a
mgority in number and two-thirds (2/3) in amount of the dlowed cdams in such Class
that actualy vote on the Plan must vote to accept the Plan. For a Class of impaired
Interests to accept the Plan, Section 1126(d) of the Bankruptcy Code requires that holders
of two-thirds (2/3) in amount of the alowed Interests in such Class that actualy vote on
the Plan must vote to accept the Plan.

Even if dl Classes of cdams and Interests accept the Plan, Section 1129 of the
Bankruptcy Code requires that the Bankruptcy Court find, among other things, that the
Fan is in the best interests of holders of cams and Interests.  Section 1129 generaly
requires that the value to be digributed to holders of claims and Interests may not be less
than such parties would receive if the Debtor were to be liquidated under Chapter 7 of the
Bankruptcy Code.

(b) Cramdown. Pursuant to Section 1129(b) of the Bankruptcy Code, the
Bankruptcy Court may confirm the Plan even though less than al of the Classes of dams
and Interests accept it. Confirmation of the Plan over the objection of one or more
impaired Classes of clams or Interests is generdly referred to as a "cramdown™. For the
Pan to be confirmed over the objection of an impared Class of clams or Interedts, the
Debtor must show that the Plan does not discriminate unfairly and is fair and equitable
with respect to each Class of clams or Interests that is impared under, and has not
accepted, the Plan.  In order to fulfill this requirement with respect to a Class of
Unsecured Claims that has not accepted the Plan, the Debtor must show that (i) the Plan
provides that each holder of a clam of such Class receive or retain on account of such
clam property of a vaue, as of the Effective Date, equad to the Allowed Amount of such
cam or (ii) the holder of any cdam or Interest thet is junior to the dams of such Class
will not receive or retain under the Plan on account of such junior clam or Interest any

property.

(© Confirmation Hearing. The Bankruptcy Court has set a confirmation
hearing with respect to the Plan. Each clamant will recave, either with this Disclosure
Statement or separately, the Bankruptcy Court's notice of the hearing on Confirmation of
the Plan. The confirmaion hearing may be adjourned, from time to time, by the
Bankruptcy Court without further notice except for an announcement made a the
confirmation hearing or any adjournment thereof.



(d) Feasbility of the Plan. The terms proposed by the Debtor for the
treetment of alowed clams and dlowed Interests under the Plan are based upon, among
other things, the assessment by the Debtor of the redive priority afforded to various
clams and Interests under the Bankruptcy Code and the Debtor's ability to repay each of
the obligations consstent with the capitd requirements of the Reorganized Debtor's
business. WHILE THERE CAN BE NO ASSURANCE THAT THE PLAN, IF
CONFIRMED, WILL BE SUCCESSFUL, THE DEBTOR BELIEVES THAT
REORGANIZATION UNDER THE PLAN DOES PROVIDE FOR THE
GREATEST AND EARLIEST RECOVERIES FOR ALL HOLDERS OF CLAIMS
AND INTERESTS.

(e) Effect of Confirmation. Confirmation makes the Plan binding upon the
Debtor, dl holders of clams and Interests and other parties in interest, regardiess of
whether or not it has been accepted by them.

15  Procedurefor Filing Proofs of Claim and Proofs of Interest.
@ Bar Dates.

@ General Bar Date for Claims. All Proofs of Clam (except those by
Governmentd  Units) must have been filed by the close of busness on
August 2, 2004 (the "Generd Claims Bar Dae'). IF A CLAIM WAS
LISTED IN THE SCHEDULES AS NON-CONTINGENT,
LIQUIDATED AND UNDISPUTED, A PROOF OF CLAIM NEED
NOT HAVE BEEN FILED. Both the schedules and the docket listing
Proofs of Clam that were filed on or before the Generd Clams Bar Date
are on file at the Bankruptcy Court and are available for inspection on the
Bankruptcy Court’s website, www.mnb.uscourts.gov.

2 Adminigrative Claims Bar Date. Unless otherwise ordered by the
Bankruptcy Court, the confirmation of the Plan establishes a bar date for
Adminigrative Clams, which bar date shdl be thirty (30) cdendar days
after the Effective Date. Holders of Adminidrative Clams that are not
pad on the Effective Date may file a motion for payment of adminidrative
expense on or before such bar date. The Reorganized Debtor and any
other paty in interest will have sixty (60) days dfter the Administrative
Clams bar date to review and object to such Adminigrative Clams before
a hearing for determination of such cams is hed by the Bankruptcy
Court.

(b) Executory Contracts and Unexpired Leases. Parties to executory
contracts or unexpired leases that are rgected by the Debtor under the Plan must file any
clams for damages resulting from such regection within thirty (30) cdendar days after the
date of entry of the Confirmation Order. Parties to executory contracts or unexpired
leases that were or may be rgected by the Debtor by motion or otherwise before
Confirmation must file Proofs of Clam for any regection damages in accordance with the
Bankruptcy Court's order with respect to such rejection.



ARTICLE 2.
THE REORGANIZATION CASE

21 History of the Debtor. Debtor was incorporated in 1986. The present owner,
David Caradll, purchased it in 1991. The main business of the company since its inception has
been the manufacture and sde of brake lathes, brake lathe adapters and accessories for brake
lathes. These machines are used to resurface drums and rotors used in the operation of brake
gysems in most cars and trucks on the road today. The end users for these products are
automotive service garages that do brake work. The direct customer of RELS manufacturing is
the independent equipment distributor who sells equipment to the automotive garage. RELS aso
supplies brake lathes to some regionad and national accounts such as Precison Tune, Just Brakes,
and Tires Plus.

In 1996 RELS entered into a roydty agreement with Automotive Innovations, a
Nashville, Tennessee company to market two products on which they hold patents. The firg
product is an dectronic gearbox that retrofits onto the brake lathe of a mgor competitor and the
other is a brake lathe adapter system. The sdes of the dectronic gearbox as a retrofit unit are
good but its red vaue is that it is the centerpiece of the RELS 2000 brake lathe. This lathe is the
manday of RELS manufacturing and accounts for about 40% of its sales. The increase in saes
of the 2000 brake lathe was mirrored by the decrease in sdes of other models so the total saes of
brake lathes grew only by about 10% since 1996. This modest growth is very good because the
entire brake lathe market has falen by 40% during that time because of the introduction of
inexpensve replacement rotors and drums from Ada Also, many of the internd parts for the
2000 lathe are interchangegble with the parts of RELS main brake lathe competitor, resulting in
many sdes of repar parts to digtributors and service centers of this competitor. This gives RELS
a great opportunity to turn these distributors into brake lathe, tire changer, or whed balancer
customers of their own.

In 1999 RELS Manufacturing began to expand its line of automotive service products to
include tire changers and whed baancers. Management fet that the addition of these products
would dlow RELS to increase its sdes and profits. These two products did add to sdes but not
much profit due to the genera downturn in the brake lathe market. In addition, RELS and ther
principal supplier of tire changers and whed baancers, BL Systems, commenced suit againgt
each other assarting breach of contract. Sdes in fiscd year 2000 (March 31, 2000) reached
$2,450,000.00 but the company broke even. Shortly thereafter Rels began to lose sdles because
of the breach of contract by BL Systems and the rlated lawsuit. Sdes fell below $2,000,000.00
in fiscal year 2003 but rebounded in 2004 to $2,200,000.00.

RELS entered into its current financing arrangement with BNC, an asset based lender, in
July of 1998. In September, 2001, Associaled Commercid Finance, Inc. (“Associated”)
purchased the asset based lending divison of BNC and REL S became a customer of Associated.

In October of 2001,RELS Manufacturing moved into a new building owned by Shark
Indudtries, a corporation owned by the wife of David Carroll. It was fet that this move and the
subsequent synergy  between the two companies would benefit both operations.  Unfortunately
the opposite was true.



The increased rent and the cost of the move were not offset by cost savings. Rather, the
generd downturn in the economy after 9/11 and the time spent on the lawsuit with BL Systems
resulted in lower sdes and lower profits for RELS. Ultimatdy, BL Systems obtained a judgment
againg RELS for gpproximately $190,000. Associated asked RELS to find a new lender.
Because of the BL Sydems lawsuit and resulting judgment, RELS was unable to find a new
lender and Associated was unwilling to renew the loan. During the later pat of 2002 and
through 2003, REL S was unable to pay dl of the interest due Associated.

In December of 2003, Associated demanded that RELS pay a substantial portion of te
interest that was in arears. At this same time, BL Sysems was attempting to enforce its
judgment.  The combination of these pressures resulted in RELS filing for Chepter 11
reorganization on March 24, 2003.

2.2 Significant Eventsin the Reorganization Case.

@ General. Since the Petition Date, the Debtor has remained in possession
of its assets and continued the operation of its busness. Operating results since the
Petition Date are contained in Exhibit 5.1.

(b) Unsecured Creditors Committee. The United States Trustee was unable
to appoint a committee of unsecured creditorsin the case.

(© Debtor-in-Possession Financing. After the filing of the petition, Debtor
and Associated reached agreement on terms of financing for the Debtor.  The Bankruptcy
Court approved that financing by orders dated April 14, May 12, May 27, and September
1, 2004.

(d) B.L. Systems Lawsuit. At the time of commencement of this case, a
lawsuit entitted Rels Manufacturing Corporation v. B.L. Systems, Inc. was pending in
the United States Didrict Court for the Northern Didrict of Georgia (case no.
1:02CV:2997). In that suit, Debtor asserted severd causes of action including breach of
contract and fraud. Since the filing of this case, the lawsuit has been adminidratively
dismissed without prgudice. If it is not settled in connection with this Plan, Debtor
intends to continue prosecution of the st after confirmation. Discovery in the lawauit is
incomplete, but Debtor estimates that recoverable damages could be as much as
$400,000.

ARTICLE 3.

CLASSIFICATION AND TREATMENT OF
CLAIMSAND INTERESTS

3.1 Classification of Claimsand I nterests.

@ General. Section 2.3 of the Plan sets forth a designation of Classes of
cdams and Interests. A cdam or Interest is cdasdfied in a paticular Class only to the
extent tha the dam or Interest qudifies within the description of the Class and is



dasdfied in a diffeent Class to the extent the dam or Interest qudifies within the
description of that different Class.

(b) Unclassified Claims. In accordance with Section 1123(a)(1) of the
Bankruptcy Code, Adminigrative Clams and priority tax cdams have not been classfied
and are excluded from the classes established in Section 2.3 of the Plan. The trestment
accorded Adminigrative Clams and priority tax clams is st forth in Artide 5 of the
Pan.

@ Adminigrative Expenses are expected to congst primarily of professond
fees and are estimated to totd gpproximately $10,000 on the Confirmation
Date.

Fees payable by the Debtor under 28 U.S.C. * 1930 shdl be paid in full on
the Effective Date and theresfter as and when due until the Chapter 11
cae is closed, dismissed or converted. After Confirmation, the
Reorganized Debtor shal submit monthly operating reports to the United
States Trustee each month (or portion thereof) until the Chapter 11 case is
closed, dismissed or converted. Such report shdl be in the format
prescribed by the United States Trustee.

2 Priority tax claims totd $14,422.49.

32 Classes. For purposes of the Plan, the clams againg, or Interests in, the Debtor
are grouped in the following Classes in accordance with Section 1122(a) of the Bankruptcy
Code.

@ Class 1 - Priority Non-Tax Claims. Class 1 consgs of dl Priority Non
Tax Clams, which are estimated to total $9,647.80.

(b) Class 2 — Associated Commercial Finance. Class 2 condsts of the
secured clam of Associated Commercid Finance, Inc. The Class 2 clam is estimated to
total $692,233.82.

(© Class 3A — General Unsecured Claims. Class 3A consds of generd
unsecured clams not entitled to priority and not classfied in another class. Class 3A
clams are estimated to total gpproximately $365,000.

(d) Class 3B — Unsecured Trade Claims. Class 3B congdts of clams held
by creditors who sold goods or services to Debtor during the year prior to the Petition
Date on a regular or periodic basis in the ordinary course of Debtor's busness. Class 3B
clams are estimated to total approximately $175,000.

(e) Class 4 - Adminigtrative Convenience Claims. Class 4 consigs of (i) dl
unsecured clams againg the Debtor, in an amount equa to or less than $300, that would
be classfied as a Class 3A or 3B Clam under the Plan if such clams exceeded $300 and
(i) any unsecured clam againg the Debtor that would otherwise be classified as a Class
3A or 3B Clam except tha the holder of such dam has dected voluntarily in writing on
the balot for voting on the Plan to reduce the Allowed Amount of such clam to $300 by



the date on which bdlots accepting or rgecting the Plan must be returned, as fixed by the
Bankruptcy Court. Adminigrative Convenience Clams ae edimated to totd
approximately $4,000.

® Class 5 - Old Common Stock. Class 5 condgs of dl Interests in the
Debtor.

3.3 Identification of Claims and Interests Impaired and Not Impaired by the
Plan.

@ Classes of Claims Not Impaired by the Plan. Class 5 is not impaired by
the Plan. Under Section 1126(f) of the Bankruptcy Code, the holders of those interests

are presumed conclusvely to have voted to accept this Plan and, therefore, the votes of
those holders shdl not be solicited.

(b) Classes of Claims Impaired by the Plan. Classes 1, 2, 3A, 3B and 4 are
impaired by this Plan. The holders of clams in such Classes are entitled to vote to accept
or rgect this Plan.

34 Treatment of Allowed Claims and Allowed Interests. The dlowed clams and
dlowed Interedts, asclassfied in Article 3 heraein, shdl be satisfied as follows:

@ Class 1 -- Priority Non-Tax Claims. Each holder of a Priority NonTax
Clam agang Debtor shdl recave on the Didribution Date (i) the amount of such
holder's Allowed Claim in one cash payment, not to exceed $4,650 in the case of wages,
sdaries and commissons, or (i) such other treetment as may be agreed upon in writing
by Debtor and such holder.

(b) Class 2 — Associated Commercial Finance Secured Claim.  The Class
2 dam is in the present amount of $692,233.82, conggting of a revolving line of credit in
the sum of $576,537.24 (the “Line of Credit’), and a term note in the sum of $70,058.46
(the “Term Not€’). In addition, the Class 2 clam includes atorney fees and expenses
incurred before and after the Petition Date in the sum of $45,638.12 (the “Fees and
Expenses’). The Class 2 dam is secured by a security interest in dl of the Debtor’'s
assets.

The holder of the Class 2 dam will recave the following in payment of that
danm:

@ The Class 2 clam will continue to be secured by a security interest in
Debtor’'s assets having the same priority as that security interest had on the
Petition Date;

2 The Debtor reaffirms the loan documents pertaining to the Line of Credit
with the following modifications:

0] The term of the agreement between the parties shal be extended to
the third anniversary of the Effective Date,



(iif)  The rate of interest on the Line of Credit shdl float a a rate equd
to the prime rate as publicly announced in the Wall Street Journal
plus 3% per annum, with the initid rate determined as of the
Effective Date.

(@iii)  All defaults under those documents are waived.

(iv)  All covenants with which the Debtor does not comply on the
Effective Date are waived.

3 The Debtor redffirms the loan documents pertaining to the Term Loan
with the following modifications:

0] The Fees and Expenses as of the Confirmation Date shdl be added
to the principa baance of the Term Loan.

(i)  The rate of interest on the Term Loan shal be fixed & the prime
rate as announced in the Wall Street Journal as of the Effective
Date plus 3% per annum.

@iii)  On the 1¢ day of each month, Debtor will make payments of
principd in the sum of $5,000 plus accrued interest on the Term
Loan until the Term Loanispad in full.

(iv)  All defaults under those documents are waived.\

(v)  All covenants with which the Debtor does not comply on the
Effective Date are waived.

(b) Class 3A — General Unsecured Claims. In full stisfaction of its daim,
each holder of a genera unsecured clam againgt Debtor not entitled to priority and not
otherwise classfied shdl recaive twenty (20) quarterly payments totding 50% of the
dlowed amount of its dam. Such payments will commence on the firg day of the third
ful month following the Effective Date and continuing on the firda day of eech
consecutive calendar quarter thereafter until atotal of 20 payments have been made,

(© Class 3B — General Unsecured Trade Claims. This class condsts of
clams held by creditors who sold goods or services to Debtor during the year prior to the
Petition Date on a regular or periodic basis in the ordinary course of Debtor's business.
Members of Class 3B may eect to be paid according to the terms of one of the two
following dternatives.

@ Option 1 -- Quartely Payments. In full satisfaction of its cam, each
holder of a Generd Unsecured Clam againgt Debtor not entitled to
priority and not othewise classfied shdl receive twenty (20) quarterly
payments totding 50% of the adlowed amount of its dam. Such
payments will commence on the firg day of the third full month following
the Effective Date and continuing on the fird day of each consecutive
cdendar quarter thereafter until atotal of 20 payments have been made.



2 Option 2 -- Invoice Plus Percentage. Class 3B members choosing Option
2 ("Option 2 Creditors’) shdl receve payment on ther dlowed clams
under this Option conditioned on the following:

0] Any Option 2 Creditor mugt continue doing busness with the
Debtor after the date of confirmation of the Plan on credit terms;

(i)  the credit terems shdl be as mutudly agreesble to the Debtor and
the creditor, but said credit terms shdl be on not less than net thirty
(30) days payment, unless other terms are required under any
applicable law or regulations;

(i)  payment pursuant to this option shal continue until the date on
which the dlowed cdam of the Option 2 Creditor is paid according
to this Plan;

(iv)  Debtor shdl be required to purchase goods and services from each
electing Option 2 Creditor on terms no less favorable than Debtor
is able to obtain from any other party deding in goods or services
of the type at issue. In the event that Debtor contends that it is able
to obtain terms more favorable than those offered by any Option 2
Creditor, then Debtor shal disclose the terms to such Option 2
Creditor and such creditor shal have the right to match such terms.
In the event such terms are matched, Debtor shdl purchase from
such creditor until a payment of its dlam is completed as provided
herein. Those creditors eecting trestment under Option 2 shdl, in
no event, be able to recaeive more than the following percentages of
their dlowed dams, and such claims shdl not bear interest:

Thirty-day terms -- 65% of dlowed dam
Sixty-day terms -- 80% of dlowed dam
Ninety-day terms -- 95% of dlowed dam

Payments pursuant to Option 2 shal commence upon the due date
for payment of the firgt invoice for goods or services provided after
the Effective Date. In the ordinary course of business between the
Option 2 Creditor and the Debtor, the Debtor shall pay dl invoices
pusuant to the applicable credit tems and  shdl,
contemporaneoudy with each such payment, make an additiond
payment of 10% of such invoice amount to be goplied to payment
of the alowed pre-petition claim of the Option 2 Creditor (each, an
"Option 2 Payment").

(© Class 4 — Adminigrative Convenience Claims. Each holder of an
Adminidgrative Convenience Clam shdl receive on the Didribution Date, in cash, in full
satisfaction of its dlowed dam, which clam shdl not exceed $300, an amount equd to
40% of its dlowed clam.



(d) Class 5 — Interests in Debtor. The holder of the Equity Interests shdl
continue to hold those interests. Theinterests shdl not be affected by this Plan.

35  Treatment of Administrative Claimsand Priority Tax Claims.

@ Adminigrative Claims. Each holder of an dlowed Adminigrative Claim
(except any such holder that agrees to different trestment) shdl receive the full amount of
such clam, in cash, on the Didribution Dae provided, however, that dlowed
Adminigrative Clams representing (a) pod-petition liabilities incurred in the ordinary
course of busness by the Debtor and (b) post-petition contractud ligbilities arisng under
loans or advances to the Debtor, whether or not incurred in the ordinary course of
busness, shdl be pad by the Reorganized Debtor in accordance with the terms and
conditions of the particular transactions relating to such ligbilities and any agreements
relating thereto.

(b) Priority Tax Claims. The Minnesota Depatment of Revenue holds a
priority tax clam for income taxes in the sum of $14,42249. In full satisfaction of its
clam, the Minnesota Department of Revenue shdl receive payment of that clam in 24
equad quaterly ingalments of $624.90 (representing payment of the clam plus interest
a the applicable federa rate of 3.78% per annum) commencing on the first day of the
third full month following the Effective Daie and continuing on the fird day of each
consecutive calendar quarter thereafter until atotal of 24 payments have been made.

(6 United States Trustee Fees. Fees payable by Debtor under 28 U.S.C. §
1930 will be pad in full on the Effective Date. In addition, following confirmation, the
Debtor will timely pay al fees incurred pursuant to 28 U.S.C. 881930(a)(6) and will file
with the Court and serve on the U.S. Trustee a monthly financia report in the prescribed
format, for each month or part thereof that the Case remains open.

3.6  Management of the Reor ganized Debtor.

@ General. On and after the Effective Date, the busness and &ffairs of the
Reorganized Debtor shal be managed by the board of directors of the Reorganized
Debtor. Officers of the Reorganized Debtor known at this date are:

David Carroll — President. Mr. Carroll’s compensation will be $78,000 per year
for 2 years after the Confirmation Date.

(b) Board of Directors. On the Effective Date, the Debtor's board of directors
shall be replaced by the Reorganized Debtor's board of directors shal be comprised of
the following members

David Carrall.
3.7  Treatment of Executory Contractsand Unexpired L eases.

@ Assumption and Rejection of Executory Contracts and Unexpired
L eases.



@ Assumption/Regjection. Any executory contract or unexpired lease that
has not been expresdy assumed by the Debtor with the Bankruptcy Court's
aoprova on or prior to the Confirmation Date shdl, as of the Confirmation
Date (subject to the occurrence of the Effective Date), be deemed to have
been rgected by the Debtor unless there is pending before the Bankruptcy
Court on the Confirmation Date a motion by the Debtor to assume such
executory contract or unexpired lease.

2 Cure. In the event of a dispute regarding (i) the amount of any cure
payments under the contract or lesse to be assumed, (ii) the ability of the
Debtor to provide adequate assurance of future performance under the
contract or lease to be assumed, or (iii) any other matter pertaining to
assumption, the cure payments required by Section 365(b)(1) of the
Bankruptcy Code shdl be made in accordance with the entry of a Find
Order resolving the dispute and gpproving assumption.

3 Damages Upon Regection. The Bankruptcy Court shdl determine the
dollar amount, if any, of any clam seeking damages by reason of the
rgjection of any executory contract or unexpired lease; provided, however,
that a Proof of Clam is filed with the Bankruptcy Court asserting that
cdam before thirty (30) cdendar days following the Confirmation Date.
To the extent any such clam is dlowed by the Bankruptcy Court by Find
Order, such clam shal become, and shall be treated for dl purposes under
the Plan as, an dlowed unsecured clam, and the holder thereof shdl
receive didributions as a holder of an alowed clam in Class 3A pursuant
to the Plan. The Plan shdl conditute notice to persons that may assart a
cam for damages from the rgection of an executory contract or
unexpired lease of the bar date for filing a Proof of Clam in connection
therewith; provided, however, that the Debtor shdl have no obligation to
notify such persons that the Confirmation Date has occurred.

(b)  The Debtor:s Intention. At the present time, the Debtor intends to assume
the contracts and leases identified on Exhibit 9.1 to the Plan. A find decison with
respect to whether the Debtor will assume or reject the foregoing contracts and leases has
not yet been made. The Debtor expects that regection of executory contracts and
unexpired leases will not result in materid, additiond unsecured cdams to be included
with Class 3A.

ARTICLE 4.

ESTIMATED CLAIMSAND ESTIMATED RECOVERIESBY CLASS

41  General. The Debtor has andyzed the Proofs of Clam filed in the case, as well
as the dams scheduled by the Debtor for which no proofs of clam were filed. The edtimated
dlowed dams and esimated recoveries in the case are summarized below. Cetan estimated
dlowed clams and estimated recoveries set forth below represent the best estimates of the
Debtor and its professonas based upon the information avalable to them. THE DEBTOR



AND ITS PROFESSIONALS HAVE EXPENDED CONSIDERABLE TIME AND
EFFORT TO ENSURE THE ACCURACY OF THE ESTIMATED INFORMATION SET
FORTH BELOW,; HOWEVER, NO REPRESENTATION CAN BE MADE THAT SUCH
INFORMATION IS WITHOUT INACCURACY. THE INFORMATION SET FORTH
BELOW IS SUBJECT TO THE UNCERTAINTIES OF LITIGATION WITH RESPECT
TO MANY CLAIMS AND INTERESTS AND OTHER FACTORS WHICH MAY OR
MAY NOT BE RESOLVED IN THE DEBTOR'S FAVOR. THEREFORE, NO
ASSURANCE CAN BE GIVEN THAT THE ESTIMATED ALLOWED CLAIMS AND
INTERESTS ARE EXACT OR THAT THE ESTIMATED RECOVERIES WILL BE
ACHIEVED.

42 Edimated Claims and Estimated Recoveries. The Debtor edtimates that the
dlowed cdams againg the Debtor and the corresponding estimated recoveries under the Plan are
asfollows.

Classor Type Total Claims Recovery
Adminigtrative Clams $ 10,000 100%
Priority Tax Claims $ 14,422 100%
Class 1 Priority Clams $ 9,647 Unimpaired
Class 2 Associated Finance $ 692,000 100%
Class 3A Unsecured Claims $ 365000 * 50%
Class 3B Unsecured Trade Clams $ 175,000 65--95%
Class 4 Adminigtrative Convenience Claims $ 4,000 40%
Class 5 Old Common Stock Unimpaired
* Includes edtimated clams for executory contract and

unexpired lease rg ection damages.
ARTICLES.

SELECTED FINANCIAL INFORMATION
AND FINANCIAL PROJECTIONS

51 The Debtor's Sdected Financial Information. An anaysis of the Debtor's
financid condition and the results of the Debtor's operations for the tweve (12) month period
which ended March 31, 2004, and the four month period ending June 30, 2004, appear in the
Debtor's Financid Statements attached as Exhibit 5.1 hereto. These Financid Statements are
unaudited and were prepared by employees of the Debtor.

5.2 The Reorganized Debtor's Financial Projections. The Debtor has prepared
financid projections for the Reorganized Debtor (the "Financial Projections’), a summary of
which is atached hereto as Exhibit 52. Vaiances in the forecasted financid information
contained therein may result from unforeseen factors  However, the Financia Projections

represent the Debtor's present judgment of he projected business operations of the Reorganized
Debtor.

WHILE THE DEBTOR BELIEVES THAT THE FINANCIAL PROJECTIONS
ARE REASONABLE IN LIGHT OF CURRENT FACTS AND CIRCUMSTANCES
KNOWN TO THE DEBTOR'S MANAGEMENT, THE FINANCIAL PROJECTIONS



ARE BASED ON A NUMBER OF ASSUMPTIONS AND ARE SUBJECT TO
SIGNIFICANT UNCERTAINTIES WHICH ARE BEYOND THE CONTROL OF THE
REORGANIZED DEBTOR. THEREFORE, THERE CAN BE NO ASSURANCE THAT
THESE FINANCIAL PROJECTIONS WILL BE REALIZED AND ACTUAL
OPERATING RESULTS MAY BE MATERIALLY HIGHER OR LOWER THAN
FORECAST.

ARTICLE 6.
ALTERNATIVESTO THE PLAN

6.1 Chapter 7 Liquidation Analyss. A reorganization plan cannot be confirmed
unless the Court finds that the plan is in the "best interests’ of creditors and equity holders,
taking into account the liquidation vaue of the Company. In goplying the "best interests’ test of
Section 1129(g)(7) of the Bankruptcy Code, the Court would ascertain the hypothetica
recoveries in a Chapter 7 liquidation to secured creditors, priority clamants, genera unsecured
creditors and equity holders. These hypothetical Chapter 7 liquidation recoveries would then be
compared to the distributions offered to each class of claims or interests under the proposed plan
of reorganization to determine if the plan satidfies the "best interests’ test as set forth in Section
1129(a)(7) of the Bankruptcy Code.

Attached hereto as Exhibit 6.1 is a Liquidation Andyss for the Debtor assuming a
hypotheticd Chepter 7 liquidetion in which a court-gppointed trustee liquidates the Debtor's
assets pursuant to an orderly liquidation.

The Liquidation Anadyss is based on a number of edimaes and assumptions which,
while condgdered reasonable, are inherently subject to ggnificant economic and competitive
uncertainties and contingencies beyond the control of the Debtor or any Chapter 7 trustee.
Accordingly, there can be no assurance that the vaues reflected in the Liquidation Andyss
would be redized if the Debtor were, in fact, to undergo such a Chapter 7 liquidation, and actud
reults could vary maeridly from those shown here.  In addition, any liquidation would
necessarily take place in the future under circumstances which presently cannot be predicted.
Accordingly, if the Debtor's estate were in fact liquidated, the actua liquidation proceeds could
be materidly lower or higher than the amounts set forth below and no representation or warranty
can be or is being made with respect to the actua proceeds that could be received in a Chapter 7
liquidation.

6.2  Other Alternatives to the Plan. If the Plan is not confirmed, the Debtor or any
other party in interest could atempt to formulate a different plan of reorganization. Such a
competing plan of reorganizetion might involve ether a reorganization and continugtion of the
Debtor's business or an orderly liquidation of its assets.

THE DEBTOR BELIEVES THAT THE CONFIRMATION AND
IMPLEMENTATION OF THE PLAN IS PREFERABLE TO ANY OF THE
LIQUIDATION ALTERNATIVES BECAUSE IT SHOULD PROVIDE GREATER
RECOVERIES THAN THOSE AVAILABLE IN LIQUIDATION. IN ADDITION,
OTHER ALTERNATIVES  WOULD INVOLVE SIGNIFICANT DELAY,
UNCERTAINTY AND SUBSTANTIAL ADDITIONAL ADMINISTRATIVE COSTS.



ARTICLE 7.
EFFECTS OF PLAN CONFIRMATION

7.1  Discharge and Injunction. Among other things, confirmation of this Plan results
in a discharge of the Debtor pursuant to Section 1141(d) of the Bankruptcy Code. Except for the
obligations expresdy imposed by this Plan, the didributions and rights that are provided in this
Pan shdl be in complete satisfaction, discharge, extinguishment and termination of al dams
agang, liabilities of, liens on, obligations of and Interests in the Debtor or the assets and
properties of the Debtor. In addition, the Confirmation Order shdl operate as a generd
adjudication and resolution with prgudice, as of the Effective Dae, of al pending legd
proceedings againgt the Debtor and its respective assets and properties, as wel as any
proceedings not yet ingdituted againgt the Debtor or its assets and properties, except as otherwise
provided in this Plan.

The discharge provided herein operates, anong other things, as an injunction as provided
in Section 524 of the Bankruptcy Code.

Furthermore, but in no way limiting the generdity of the foregoing discharge and
injunction, except for the obligations expresdy imposed by this Pan, any Person or
Governmentad  Unit accepting any didribution pursuant to this Plan dhdl be presumed
conclusively to have released the Debtor from any cause of action based on the same subject
matter as the cdam or Interet on which the didribution is receved. This rdease shdl be
enforcegble as a matter of contract againgt any Person or Governmental Unit that acquires any
distribution pursuant to this Plan.

7.2  No Liability for Tax Claims. Unless a taxing authority has asserted a clam
againg the Debtor before the bar date established therefor, no clam of such authority shal be
dlowed againg the Debtor or the Reorganized Debtor for taxes, pendties or interest arising out
of the falure, if any, of the Debtor to have filed any tax return, including, but not limited to, any
income tax return or franchise tax return in any prior year or aisng out of an audit of any return
for a period before the Petition Date.

7.3 Revesting. Except as otherwise expresdy provided in this Plan, on the Effective
Date, the Reorganized Debtor shall be vested with dl of the assets and property of its former
Edate, free and clear of dl cams, Liens, encumbrances, charges and other interests of holders
of clams or Interests, and may operate its business free of any redrictions imposed by the
Bankruptcy Code or by the Bankruptcy Court.

7.4  Disallowed Claims and Disallowed Interests. On and after the Effective Date,
the Debtor shdl be fully and findly discharged of any liability or obligation on a disdlowed
clam or a disdlowed Interest, and any order creating a disdlowed clam or a disdlowed Interest
which is not a Find Order as of the Effective Date solely because of a Person's or Governmenta
Unit's right to move for reconsderation of such order pursuant to Section 502 of the Bankruptcy
Code or Bankruptcy Rule 3008 shall nevertheless become and be deemed a Fina Order on the
Effective Date.



ARTICLE 8.

PREFERENCES, FRAUDULENT CONVEYANCES
AND OTHER CAUSES OF ACTION

Pursuant to Section 517 of the Bankruptcy Code, a debtor in possesson may avoid as a
preference a transfer of property made by the debtor to or for the benefit of a creditor on account
of an antecedent debt while the debtor was insolvent, if that creditor received more than t would
have received in a liquidation of the debtor under Chapter 7 of the Bankruptcy Code had the
payment not been made and if the payment was made (i) within ninety (90) days before the date
that the bankruptcy case commenced, or, (ii) if the creditor is an "indder" as defined in the
Bankruptcy Code, within one year before the commencement of the bankruptcy case. A debtor
is presumed to have been insolvent during the ninety (90) days preceding the commencement of
its bankruptcy case. The power to avoid preferences is subject to a number of exceptions set
forth in Section 547 of the Bankruptcy Code, including one exception applicable to the payment
of obligations in the ordinary course of busness on ordinary busness terms.  Furthermore, if the
tranderee extended credit subsequent to the transfer (and prior to the commencement of the
bankruptcy case) for which the transferee was not repaid, such extenson conditutes an offset
agang any otherwise recoverable transfer of property. If a trandfer is recovered by the debtor,
the transferee obtains a generd unsecured claim againgt the debtor to the extent of the recovery.

Pursuant to Section 548 of the Bankruptcy Code, a debtor in possesson may avoid a
fraudulent trandfer of property, including the grating of a security interest in property, made
while the debtor was insolvent or which rendered the debtor insolvent, if the debtor received less
than reasonably equivdent value in exchange for such propety and if the transfer was made
within one (1) year before the commencement of the bankruptcy case. Pursuant to Section 544
of the Bankruptcy Code, a debtor in possesson may avoid a trandfer of property that is avoidable
under applicable non-bankruptcy law. Section 544 of the Bankruptcy Code enables a debtor to
aoply applicable date laws, including fraudulent conveyance laws, to avoid a transfer of

property.

Debtor has reviewed its records and determined that there are no materia voidable
transfers to recover. Debtor knows of no recoverable fraudulent transfers. Therefore, Debtor
does not anticipate any further action regarding these matters.

ARTICLE 9.
SOURCE OF INFORMATION PROVIDED

9.1  Source of Information. The Debtor has used its books and records, knowledge
and experience, opinions of accountants with respect to its higorica financid Statements, and
opinions of legd counsd in the preparation of the information set forth in this Disclosure
Statement.

9.2  Additional Information. Statements contained herein concerning the provisons
of any other document are not necessarily complete, and in each indance reference should be
made to such document for the full text thereof. Each such statement is qudified by such
reference.  Certain documents referred to herein have not been attached as exhibits because of



the impracticability of furnishing copies thereof to all parties in interest.

ARTICLE 10.
CONCLUSION
THE DEBTOR URGES HOLDERS OF IMPAIRED CLAIMS TO VOTE TO
ACCEPT THE PLAN AND TO EVIDENCE SUCH ACCEPTANCE BY FILING THEIR
BALLOTS WITH THE BANKRUPTCY COURT.

Dated: September 30, 2004 RELS MANUFACTURING CORPORATION

avid Carroll
Its President

Dated: September 30, 2004 RAVICH MEYER KIRKMAN
McGRATH & NAUMAN,
A PROFESSIONAL ASSOCIATION

By /e/ _Michael L. Meyer
Michael L. Meyer (72527)

4545 IDS Center

80 South Eighth Street
Minpeapolis, MN 55402
Telephone: (612) 332-8511
Facsimile: (612) 332-8302

ATTORNEYS FOR DEBTOR

-18-
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EDWARD J. NEPPL
CERTIFIED PUBLIC ACCOUNTANT

Washington Drive Executive Center, Suite #205
3459 Washington Drive, Eagan, Minnesota 55122 -
651-688-8604 Fax 651-688-0010

TO: The Board of Directors
Rels Manufacturing Corporation
Rockford, MN

We have reviewed the accompanying balance sheets for Rels Manufacturing
Corporation, as of March 31, 2004 and 2003 and the related statements of income,
retained earnings and cash flows for the years then ended, and the accompanying
supplementary information contained in Schedule |, which is presented only for
supplementary analysis purposes, in accordance with the Statement on Standards for
Accounting and Review Services issued by The American Institute of Certified Public
Accountants. All information included in these financial statements is the
representation of the management of Rels Manufacturing Corporation.

A review consists principally of inquiries of Company personnel and analytical
procedures applied to financial data. It is substantially less in scope than an audit in
accordance with generally accepted audit standards, the objective of which is the
expression of an opinion regarding the financial statements taken as a whole.
Accordingly, we do not express such an opinion.

Based on our review, we are not aware of any material modifications that should be

made to the accompanying financial statements in order for them to be in conformity
with generally accepted accounting principles.

Chwed I 1.

Edward J. Neppl
Certified Public Accountant

July 5, 2004



Current Assets

RELS MANUFACTURING CORPORATION
Balance Sheets
March 31, 2004 and 2003

Trade Receivables
Notes Receivable-Trade
Inventories
Prepaid Expenses
Total Current Assets

Fixed Assets
Property & Equipment
Less: Accumulated Depreciation

Other Assets

Product Rights - Net

Prepaid Royalty

Loan Fees - Net

Cash Value - Life Insurance
Due from Affiliated Company

TOTAL ASSETS

Current Liabilities

Cash Overdraft
Accounts Payabie
Notes Payable Trade
Wages Payable

Other Services Payable
Sales Tax Payable
Payroll Taxes Payable
Income Taxes Payable
Interest Payable

Current Portion of Long-term Debt

Total Current Liabilities

Long Term Liabilities
Notes Payable (Note B)

Less: Current Portion Long-term Debt

Due to Shareholder

Stockholder's Equity
Common Stock $.10 par value,
Authorized 10,000 Shares,

Issued and Outstanding 1000 Shares

Paid in Surplus
Retained Earnings

ASSETS
2004
$ 735,657
8,051
618,563
80,366
1,442,637
$ 499,824
(458,313) 41,511
13,312
107,493
134,410
255,215
$ 1,739,363
LIABILITIES & STOCKHOLDER'S EQUITY
43,933
244,004
70,032
7,444
252
1,364
16,679
91,539
772,889
1,248,136
$ 867,008 &
772,889 94,119
254,538
100
164,900
(22,430)  __142,570
$ 1.739,363

TOTAL LIABILITIES & EQUITY

See Accompanying Notes and Accountant’s Report

2003
$ 862,801
20,554
665,482
57,454
1,606,381
$ 495,474
(445,486) 49,988
14,948
95,093
305
95,787
39,377 245510
$ 1,901,879
$ 73,473
185,603
45,929
6,899
2,985
3,310
64,682
19,718
785,681
1,188,280
$ 843,326
785,681 57,645
283,814
100
164,900
207,140 372.140
$ 1,901,879



RELS MANUFACTURING CORPORATION
Income Statements
Yedrs Ended March 31, 2004 and 2003

e 2004 2003
Sales A $ 2,206,277 $ 1,908,865
Less Returns & Allowances 36,555 11,786
Net Sales 2,169,722 1,897,079
Cost of Sales (See Schedule 1) 1,685,491 1,098,470
Gross Profit 484,231 798,609
Operating Expenses
Warranty Expense $ 3,651 $ --
Advertising 37,773 ~--
Commissions 22,004 5,504
Bank Charges 9,906 16,593
Salaries 150,762 154,755
Property Taxes - 11,844
Payroll Taxes 12,202 14,748
Insurance 41,667 21,413
Dues & Subscriptions 12,795 -
Pension Expense 4,660 13,782
Employee Benefits 17,109 48,151
Legal & Accounting 59,670 18,543
Meals & Entertainment 482 5,990
Repairs & Maintenance 6,278 4,913
Office Supplies & Postage 10,026 38,383
Bad Debts 92,035 87,562
Research & Development 6,233 -
Rent Expense 20,075 48,200
Telephone & Utilities 45,210 23,365
Royalty Expense 33,600 33,600
Trade Shows & Seminar 35,788 72,037
Travel 13,140 ' 2,048
Outside Services 23,750 -
Depreciation 1,246 2,875
Amortization 1,941 5,811
Miscellaneous Expense 1,508 7,906
Computer Expense 8,663 -
Credit Card Fees 11 - 2,118
Auto Expense 3.990 =
Total Expenses 676,175 640,141
Net Operating Profit (Loss) (191,944) 158,468
Other Income & (Expense):
Miscellaneous Income 17,091 -
Interest Expense (102,720) (155,654)
Gain on Sale of Fixed Assets. - 148,573
Income Tax Expense 48,003 (58,608)
Total Other Income & (Expenses) (37.626) : __(65,689)
Income Tax (Expense) Refund $ _(229,570) $__92.779

See Accompanying Notes and Accountant’s Report



RELS MANUFACTURING CORPORATION
e Statement of Retained Earnings
Years Ended March 31, 2004 and 2003

Retained Earnings

March 31, 2002 $ 114,361
Net Income year ended

March 31, 2003 92,779
Retained Earnings

March 31, 2003 207,140
Net Loss Year Ended

March 31, 2004 (229,570)

Retained Earnings ’
March 31, 2004 $ (22.430)

See Accompanying Notes and Accountant’s Report




RELS MANUFACTURING CORPORATION
Statement of Cash Flows
Year Ended March 31, 2004

Cash Flows from Operating Activities
Net Income (Loss) $ (229,570)

Adjustments to reconcile net income
to net cash provided (used) by operating

activities:
Depreciation 12,827
Amortization 1,941
(Increase) Decrease in:
Accounts Receivable 139,737
Inventory 46,919
Prepaid Expenses , (22,912)
Other Assets \ (11,646)
Increase (Decrease) in:
Accounts Payable / 58,401
income Tax Payable (48,003)
Other Current Liabilities 22,409
Accrued Liabilities 69,381
Net Cash Provided by Operating Activities 39,484
Cash Flows from Investing Activities
Purchases of Property & Equipment (4,350)
- Net Cash (Used) by Investing Activities (4,.350)
Cash Flows from Financing Activities
Proceeds of Long Term Debt - Net 36,474
Payment on Long Term Debt (12,792)
Payments of Officers Loan (29,276)
Net Cash (Used) by Financing Activities (5,594)
Net Increase (Decrease) in Cash 29,540
Cash Beginning of Year 73,473
Cash End of Year $ _43,933

See Accompanying Notes and Accountant’s Report



Note A.

RELS MANUFACTURING CORPORATION
Notes to Financial Statements

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature of Business
The company manufactures and sells brake lathes and accessories
internationally to distributors and automotive repair shops.

Inventory
Inventory of materials is valued at the lower of cost of market (first-in, first-out

method). Work-in-process and finished goods inventories include production
costs. :

The breakdown of inventory as of: March 31,

2004 2003
Raw materials $ 10,386 $ 9,439
Work in Process 79,908 62,162

Finished Goods | 528,269 593,881

$618,563 $665.482

Property and Equipment
Property and equipment is recorded at cost and depreciated on the straight-
line or accelerated methods over the estimated useful lives of the assets.

Amortization
Product rights are amortized over seventeen years using the straight-line
method.’

Use of Estimates

The preparation of financial statements in conformity with generally accepted
accounting principles requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the
reporting period. Actual results could differ from those estimates.




See Accountant’s Report

Note B. LONG TERM LIABILITIES

Long-term Liabilities

As of March 31 2004
Line of Credit dated July 7, 1998, payable to

Associated Commercial Finance secured by

receivables and inventory. Interest is due

monthly on the outstanding balance at a rate

of 5.0% over prime. The corporation is in

default on this loan. $ 499,354 $499,354

N
o
o
W

The Company has agreed to a compliance ratio
under the line of credit which stipulates that net
worth and subordinated debt will be maintained in
excess of $345,000.00. As of the measurement
date (March 31) covered by these financial
statements, the balances are:
2004 2003
Book Net Worth $ 142,570 $ 372,140
Subordinated Debt 254,538 283.814
Total $397.108 $ 655,954

Note Payable to BL Systems, a vendor account
‘Converted to Note Payable status, is in default.
- The judgment interest rate is 8.0% per annum. 192,832 193,124

Note Payable Guardian is secured by the cash _
value of officer life insurance. » 94,119 57,645

Term loan payable to Associated Commercial

Finance with scheduled monthly installment

payments of $6,250:00 principal plus interest at

5.0% over prime per annum. The company is in

default on this loan. 80,703 93,203

Total 867,008 843,326
Less Current Portion 772,889 785,681

Long Term Liabilities $_94119 $_57,645
Note C. NOTE PAYABLE SHAREHOLDER

As of March 31, 2004 and March 31, 2003 the company also has a note
payable of $254,538 and $283,814 to its sole stockholder. This note is
subject to the compliance ratio as noted above and is carefully monitored. It
requires monthly payments of $1,000 and bears interest at 8% per annum.
The owner currently waives the interest payments.

7



See Accountant’s Report

Note D. INCOME TAXES

The company is organized as a “C” Corporation. Federal and State tax
liabilities for March 31, 2004 were $16,979 and for March 31, 2003 they were
$64,682.

The Company has a net operating loss which will be carried back to the 2001
and 2002 federal corporate tax returns. The refund total is estimated to be
$48,003.

Note E. CASH FLOW INFORMATION
For presentation purposes in the statements of cash flows, the company has

treated other income, interest expense, penalties and income taxes as direct
cash flow activities. Following is a reconciliation of those items:

Net Income (Loss) ) $ (229,570)
Federal Tax Penalty | _ (653)
Miscellaneous income (17,091)
Interest, finance charge & penalties 103,373
Income taxes (48,003)

Net Operating Profit $ (191,944)

Note F. BANKRUPTCY PROCEEDINGS
On March 24, 2004 the company filed Chapter 11 bankruptcy. Management

is proceeding with the reorganization required under Chapter 11 and expects
to return the company to profitable operations when released.

See Accountant’s Report



RELS MANUFACTURING CORPORATION

Years Ended March 31, 2004 and 2003

Parts & Accessories
Freight In
Subcontracts
Direct Labor
Other Expenses
Shop Overhead:
Tooling
Supplies
Insurance
Repairs & Maintenance
Utilities
Rent
Depreciation
Freight Out

Inventory Changes:
Beginning Inventories

Ending Inventories
Net Change

Cost of Sales

Schedule | - Cost of Sales

$ 24,049
6,516
45,671
20,583
11,786

- 42,075

11,681 .
114,343

665,482

618,563

See Accompanying Notes and Accountant’s Report

2004

$ 966,569
25,875
90,911

240,065
38,548

276,604

46,919

$ 1.685.491

2003

$ 639,311

‘88,931

241,451

94,308
23,448
9,146
22,000
32,948

92,368 179,910
520,041
665,482

(145.441)

$ 1.098.470



QB/3L/300A Relz Manufacturing Sage  :
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3ALANCS SHEET
- -. o =
A8 OF JUN 30, 2004

CURRENT ABSETE

Cash in Bank - Operating flcct 396, 82
Cash in Bank —Collateral Rcct 8310.3
Trade Dollars 147455, 82
Socounts FBeceivable - Bre-Fet. 24995,
Allowance For Bad Debts {9153, 35
Accounts Aeceivable - Post-Pet  E11770,3
Motes Receivable T30, 50
Inventory - Raw Haberial 12243,83
Inventory - Work ia Process B7151, 51
Iaventory - Finished Boods 470548, 31
Frapaid Expense 5280, 40
Propaid Adveriising 79386, 00
Dropaid Royally 114884, 34
Corporate Taw Refund 53063, 00
¥ e e e e e e e e e

TOTAL CURRENT PERETS 1638244, 72

FiXED G5BETS

1620 Furniture and Fixfures 25755.00
1830 éc rus. Gepr. Furniture 3 Fin {2B725.00
1540 achinary and Eqmpsen 396721.40
1650 Qc'.:uu. Denr, M & £ {357832,7%)
1680 Tosling 58438, 50
1630 ficcun. Gepr, Toeling {58438, 00)
1750 Hotor Uehicles 30928.96
1708 Accus. Dep. Yehicles {17938. 96}

TOTAL FIXED ABBETE SIR78, 32

OTHER #E3ETS

1814 Cast of Fimancing 20940, 32
1520 Fraduct Rights 33000,
1521 ficocus Qmertization {31113.2%
193¢ Tath Value - Officer Life Ina 134410, 24

TOTAL OTHER ABEETS 147237. 34
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48/ 3172004 feis Manufacturing Fage

BALANCE SHEET
A5 OF JUN 30, 2004

TOTAL AB5ETS 1837360, 31

UNRUDITED
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Rels Manufacturing Fage

BRLANCE BHEET
85 OF JUN 36, 2004

TOTAL LIABILITIER & EBUITY

UNAUGITED
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Relz Manufaciuring

INCOME STATEMENT
‘FOK THE PERIODS ZWOED JUN 3G, 2004

BESCRIFTIS)

4% CURRENT DERIGD ##% #%e¢ YEAR-TO-DATE ##ex

. Mo AMDINT T AMOUNT aCT
REVENUE
4300 Sales - 204 AeA13.47 2NLIE 0648, 73 14,47
4001 Sales - 2048 3500, U0 1,42 1471215 2. 3%
5005 Sales - Rels 2000 5352550 5.9 2b39%635.93 32,13
5010 Sales - 304 , 1287500 498 530,00 3.9
4021 Sales - Adapter Fius Systeas 4678, 36 1,90 15705, 82 2.51
4332 Bzles - Gear Boxes 81.95 .63 398z, 79 .95
4028 Parts/access. for Wheel/Tive 2383, 45 .97 5840, 67 93
330 Sales - Parts ¥ Acceszories 23257, 80 .44 9867513 15,78
3043 SALES - &03H it L0 1798, 00- . 28-
4048 BALEG ~ 1002 4395, 00 2.02 4395, 00 .80
4052 Sales - 1200 {502} 4588, 00 .03 7483, 30 .l
4CEQ Sales — 1200TRX 2p370.98 10,71 32260.38 .17
4051 Balec - 1 3144, 48 L3 13229, 48 2 u
062 Sales ~ 125 3685, 00 231 3475, 00 1.5
463 Saies - 13575.% 5.5 13575, 38 2147
4004 Zaiss - b0ZY 5754, 48 1,83 £443, 48 1.03
4080 Sales - Other * 1127.23 . 4b 118783 .18
5400 3ales Discounts 2104,%3- 1,28~ 7886, 35 1.2%8
4500 Freight Charged Cusiozmers 2859, 83 1.6 11619.43 .85
TOTAL REVENUE 24R321.58 100,00 525486, 71 100,00
ST OF B00BS 300D
000 Purchases - 204 Materials 9558, 47 3. 88 32284, 37 5.15
3001 Purchases - 204 materials §707.73 L9 8106.92 1.29
003 Purchases - Parts & Access. 20819, 7% 8. 45 44371, 44 7.08
5004 RELS 200G 20704.8% 8.41 71311.85 11,38
5010 Direct Labor 19675, 15 7.%9 S1006, 52 8. 14
5012 Direst Labor - Qvertiae 725,96 .29 1744, 87 .28
5017 Vacation - Shop 1269. 56 .52 1608, 64 2R
5018 Holiday - Shop 330, 70 o« 34 330,70 13
(20 Contract Labor 1h46. 44 07 7352, 82 .17
5028 Pupchases < Parts § fAccess 1/8 460,00 .12 755,58 .12
5048 Furchases - 352 579. 08 .28 879,00 L
3050 Piating Subcontract 47%.01 .15 1257.98 .20
060 Grinding Subcontract 5786, G0 2,35 {5072, 00 .51
070 Machining Subcontract 2054, 40 .82 3035, 24 .48
5080 Other Subconiract 519,60 37 3825, 15 .51
Ei0 Furchases - 1300TRX 1315.00 o3 1567123 2,30
5101 Furchases - 1200% S L0 7785. 83 1.24
5102 Purchases - 1350 L0 00 3B38, 33 1,41
[ X Purchazes ~ 302) .0 L0 6323, 34 1.0
UNAUDITED

.



JB7 3172004 Rels Manufaciuring Page
Z:lb P
INCOME STATEMENT
FUR THE PERIODS EMDED JUN 30, 2004
.

ACCT  DESCRIPTICN #e¢ CURNENT PERIOD ###  #x#% YEAR-TO-DATE %%
NG AMOUNT FCT AMOUNT BCT
3104 Furchases - 502Y O .00 5884, 52 .34
2110 Tonling 1435, 50 .o 2818, 66 43
Si20 Supplies 42,87 .22 1228, 34 L0
5140 Cutting Dil and Solvents 130713 s 147Z.10 . 25
S0 Shipping and Freight - Out 5804, 10 2.76 287R1. 43 411
S1E5 Freight - in 4838, 33 1.3 9533, 74 160
5166 Packaging Materials LG » il 2504, 30 « i
3200 Taxes - Payroll 1784. 25 72 4558, 74 .73
S21E Insursnce - Medical 15140, 35 .51- 3707.58- 39
5217 Insurance - General Y BeY 2104, 00 .34
S0 Hepairs and Maintenance - Shop 184,82 .08 1472.52 .24
5230 gtilities - Shop 1241, 50 50 2596, O¢ 57
240 Rent - Shop 2825, 00 .35 1167300 1,83
20 Degreciation 878,25 .32 S22, 75 A
5270 Custom & Broker Fass 133108 1) 1631, 74 .k
2300 Medical Costs 572,99 7 1955, 20 L3
5310 Incr, /Decr. to Inventory 4hé0Z. 82  18.8k 48578, 38 .73
5510 Warranty Expenss 3801, 80 {440 3943. 30 X3
R Misc, Expense » 00 .00 37853.55 A4

TOTAL COST OF 200DS S0LD 188072, 20 87,01 413316,90 BR.32
GROSS PROFIT B1249,38 3299 210969.8{  33.53
ORERATING EXPENSES
SELLING EXPENGES
5010 fdvertizing - Printed HMaterial 83, 34 .02 83. 34 .0
8050 futomobile Expenses 344,73 .22 588, 74 L1
2100 Coamissions 4122.15 .57 h5h1.48 105
8250 Enfertainment - Meals 1487.33 .50 2583. 08 LBl
BTG Hetel Expense 2512.52 1.4g $004. 36 B4
H50 Travel 2520, 13 1.2 7333, 48 1.18
TOTAL SELLING EXPENSES 11230, 24 4,3 21257, 48 3. 80

UNALIDITED



AccT

DESCRIFTION

fels Manuracturing

STATEAENT

##% CURRENT PERIOD ##=

ENDED JUN 30, 2004

#hr YEOR-TO-DATE 4%

MO AMCUNT BT AMOUNT =T
BEML & ADMIN CXDENSES
7010 Salaries ~ Office 13080, 57 S.72 39598.38 5.2
013 Yacation — Office 1192, 3% 48 1182.39 . 1%
7014 Holiday - Dffice 81,40 33 3L PiH
7013 Office Wages - Overtime o} L0 1. 88 REY
7020 Cantract Labor - Adain. 5330, 00 2,82 12750, 9G 2.8
7083 Professional Zervices 00 .00 200,30 .Qd
62 Amcrtization - Product Righis 18175 07 485,25 .08
7070 Royaliy Expense 2000, 50 A1 £000. 40 .36
7160 Bad Debt Expense 00 L3 73100 .17
7110 Bank Charges 1174,83 48 252182 » 40
7115 Credit Card Fees 43,94 L2 164, 29 L3
740 Coaputer Expenza RFERL .15 378,04 LB
7145 Surcharge Expense Ry A0 1200, 00 .13
7210 Insuranca - W/C 3009, 50 L2 8119, 0 .56
20 insurance - Medical 3285 10 f.33 14749,90 535
7306 Legal and Sccounting 3120.00 1L.E7 18180, 1,33
1350 ¥tnce & Repairs - Office Bldg 318,07 X 667,09 1
ThGO Office Suppliez A0 L0 21,30 L5
7416 Bostage 2E5.BE At 58k, 25 .08
7430 Rent - Office 125,00 .74 TS0 87
7500 Research and Developaent 530, 00 .2E 520,00 LGB
701 Retirement Flan Expenza 138,77 . Ub 214,12 02
7600 Waste Removal 335,51 .14 343,92 v}
el Taxes - Fayrall 1177.45 .48 2163, 30 . o
7650 Teleshone 4339, 51 .77 3289, 42 1,48
7670 Utilities - Bas Heal 53642 .22 19580, 2 ey
T80 Utilitias - Water and Sewer 828, (5 30 1064, 04 A7
TOTAL GEML & ADMIK EXPENSES 3578%.82  18.%9 128703, 42 20,54
TOTAL EXPEWEER S70e0.06 23,15 1E000G. 30 23.%4
OTHER INCOME AND EYPENSES
8180 furchase Discounts .M el 187.01 A2
8180 Hisceilanecus incong L0 L0 2814.74 AT
A300 Interest Expense s05L.E7- 70 19849.08-  3.17-
8302 Bankruptcy Fees LG iy 230, 00~ 04~
TOTRL COTHER INC. & ¥R peil.ah- 270 176%7.33- 272
MET INCOME BEFORE INCOME TAX  17578.06 7.4 53871.58 7,08

UNRLDITED



08/21/2004 Rels Manufacturing Page

THCOME STRTEMENT
FOR THE SERIDDS ENDED JUN 20, 2004

ACCT  DESCRIPTION #%% CURRENT FERIOD e+ ##8¢ YEQR-TO-DATE 2442
NG : AMCUNT e AMEUNT 20

PROVISION FOR INCOME TRYES

NET INCCHE 17578, 0h 7.14 43871.58 7.4

LNAUDITED



Q872172004 Rels Manufacturing
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e
e

INCGHE STRTERENT WITH PRIGR DERIGD
FUR CURRENT SERICDS EMDED JUN 30, 2004

DECCRAIFTION #%% CURRENT PERIOD s#+¢  s#s% DRIOR PERIOD w#ss  s3%% VEQR-TOD-OAT

AMOUAT ) AHOLNT PET ANDUNT

Page

3800

4500

REVENE
Sales - 204 5hB13.47 T2 4414, 37 3LE 30648, 55
Zalas ~ 2043 0000 142 514,02 2. 5% 14718, 42
Salez - Rels 200 83935.30° 5% S6476,50 450 263965.93
Sales - 304 13275, 40 4.2 L L 2475000
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Zales - 603 4754, 48 1,93 1635, (0 1.3 5443, 48
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fels Hanufacturing

INCOME STRTEMENT WITH PRIGR FERIDD
FOR CURRENT PERIODS EWDED JUN 30, 2

ACCT  DESCRIFTION #5% CURRENT PERIOD ##+  x#%¢ CRIOR SERIDD ##s#  ##%s YEGRA-TO-DATE #ses
] AMOUNT =) SROUNT =34 AMDUNT CT

3 Durchazes - &0 L0 MY Z884. 33 4,33 G824, 53 .34
S Tooling 143530 . Z8 2818, 08 2,08 5818, 65 X
S Supplies 342,87 L2 b, 2 L 12238, 34 L2
Siag Satting D41 and Zelvends 13¢7.13 23 185,92 .12 147810 25
SiE0 ghi ;:png and Freight - Out 5809, 10 2,78 5374, 54 7,35 25781, 45 4,11
ZiTE Freight - In 4538, 33 1.3 42%8,53 I, 14 3592, 74 1.5
S Fzrkaging Materisls LG8 L0 1626, 50 1.8 2504. 20 L4
S04 Taxes - Fayroll {784. 24 .78 1321 B4 .97 3558.74 .73
2213 Insurance - Medical ' 1516, 95~ LBL- 1172, 33~ . 86 3707.58- 25~
2217 Insurance - General 00 00 ] L0 2104, 00 . 34
21 Repairs and Maintenancz - Ghap 184,82 175,46 .12 1472, 52 . 24
= Utilities - Chop 1241, 50 50 TG .78 2596, 00 L5
ZE5 Fent - Zhop BZ3. 0 1.55 3832, 08 2,82 11475,00 1,83
I Depreciation 474,22 2 25 374,25 o4 2h22.75 L A2
B Castam & Broler Fses 1331.45 .54 341,58 B2 1631.74 .20
Z Hedizzl Casis §72.9% LE7 533.29 .47 1558, 2 L3
£318 iror, fOecr. o Inventary 46452, 82 18. 8¢ 7735558 X 33C7R.08 772
5510 Warranty Expence 301, 80 .46 241,30 A8 3343, 30 X
200 Misc, Cupense » L i) 3725.55 2.0 735,55 .

305 165075, 20 8741 IS 415516,3%0 b6, 32
8iP49.38 3% 4419.36 40,09 21096%.31  33.58

OPERATING EXPENGSES

SELLING EXPEMSES
8010 fidvertising - Printed Material 82, 34 03 40 . 53. 34 LA
8020 futonobile Expenses T44,75 .22 34,34 L7 589,74 i
2100 Commissions 4122,15 567 L0 .00 554148 142
&40 Entertainment - Meals 1467, 33 LB 117 A2 2585, 28 LA
3270 Hot2l Expense 2512532 LG 1451, 84 .10 4004, 3t it
5200 Travel 2520, 13 L 273,33 1,37 7333.48 1,18

L3

TOTAL SELLING CHPENCSES 24 4,55 2377.%1 3.5 21297.58  L.4b

UNAUDITED
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INCOME STATEMENT WITH PRICR

FOR CURRENT PERIODS ENDED JUN
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Rels Manufaciuring

INCOME STRTEMENT WIT
FGR CURRENT PERICDE ENDED JUN 30, 2004

£2% CURRENT

SERTED 4

[

OR PERIGD

eex CRIOR FERIOD #her

#4658 YEQR-TO-DATE sx#x

AHOUNT 5e7 AMOLNT [ BT
PROVISION FOR INCOME TRXEZ
WET INCOME IEETERC 7,14 RO IS % 43871.58 .40
UNRUDITED



EXHIBIT 5.2
TO
DISCLOSURE STATEMENT

SUMMARY OF FINANCIAL PROJECTIONS
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EXHIBIT 6.1
TO
DISCLOSURE STATEMENT

LIQUIDATION ANALYSS




Balance Sheet @ 6/30/04
Assets

Cash

Trade dollars

Accounts receivable(net of bad debt allow.)
Note receivable

Inventory

Prepaid advertising

Prepaid royalty

Corporate tax refund

Other current assets

Machinery & equipment( net of depreciation)
Automobiles
Other Assets

Total Assets

Liabilities other than Unsecured creditors

Line of credit( Associated)

Term loan(Associated) As of Sept.22,2004
Pre-Petition legal fees(Associated)

Post Petition legal fees(Associated)
Accounts payable(Post Petition)
Commissions payable(Post Petition)
Income tax payable

Total Liabilities

Costs associated with liquidating the company
Rent@ 5650 per month

Salaries

Administrative expenses
Other expenses

Total liquidation costs

Net liquidation values

Liquidation Analysis

Adjusted
Book value

8,907.00
147,455.00
617,571.00
7,450.00
569,984.00
79,380.00
114,884.00
48,003.00

6,220.00

R R o R

38,888.00
12,990.00
147,237.00

@ B P

$ 1,798,969.00

EXHIBIT 6.1
TO

DISCLOSURE STATEMENT

Liquidation
Value

@ LR i

LR

@B H P

@

8,907.00
29,491.00
432,299.70
500.00
113,996.80
5,000.00

48,003.00

60,000.00
3,000.00
5,000.00

706,197.50

576,537.00
70,058.00
17,638.00
28,000.00
50,519.63

5,672.29
64,681.00

813,105.92

10,300.00
42,000.00
60,000.00
10,000.00

122,300.00

(229,208.42)

Orderly
Liquidation
Value

L R @ B A R R o

@

@B H P

8,907.00
36,863.75
524,935.35
500.00
170,995.20
10,000.00
12,000.00
48,003.00

80,000.00
4,500.00
10,000.00

906,704.30

576,537.00
70,058.00
17,638.00
28,000.00
50,519.63

5,672.29
64,681.00

813,105.92

16,950.00
63,000.00
90,000.00
15,000.00

184,950.00

(91,351.62)
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